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PCOLI CY TYPE: GOVERNANCE PROCESS
PCOLI CY TITLE: GOVERNANCE COVM TMENT

The board, on behalf of benefit recipients and the other clients
who have entrusted their funds to us, wll:

e Lead the North Dakota Retirenent and Investnment Ofice
(RO with a strategic perspective.

* Rigorously attend to its investnent and oversight role.

e Continually inprove its capability as a body to define
val ues and vi sion.

Policy | nplenented: June 23, 1995.




PCOLI CY TYPE: GOVERNANCE PROCESS

POLI CY TITLE: GOVERNI NG STYLE

The board will govern with an enphasis on

Qutward vision rather than an internal preoccupation.
Encour agenent of diversity in viewpoints.

Strategic | eadership nore than adm nistrative detail

Cl ear distinction of board and executive director roles.
Col I ective rather than individual decisions.

Future rather than past or present.

Proactivity rather than reactivity.

The board will:

1.

Cultivate a sense of group responsibility. The board,
not the staff, wll be responsible for excellence in
governing. The board will be an initiator of policy, not
nmerely a reactor to staff initiatives. The board wl
use the expertise of individual nenbers to enhance the
ability of the board as a body, rather than to
substitute the individual judgnents for the board' s
val ues.

Direct, control, and inspire the organization through
the careful establishment of the Dbroadest witten
policies reflecting the board' s val ues and perspecti ves.
The board's major focus wll be on the intended |ong-
term inpacts outside the operating organi zation (Ends),
not on the admnistrative or programatic neans of
attaining those effects.

Enforce upon itself whatever discipline is needed to
govern wth excellence. Discipline wll apply to
matters such as attendance, policy-making principles,
respect of roles, and ensuring the continuity of
governance capability.

B-2 (Contd.)



PCOLI CY TYPE: GOVERNANCE PROCESS
POLI CY TITLE: GOVERNI NG STYLE

4. After speaking with one voice, self-police any tendency

to stray from adopted board governance poli cies. The
board will allow no officer, nenber, or commttee of the
board to hinder or be an excuse for not fulfilling its
comm t nent s. The board respects the right of any
menber, as an individual, to publicly disagree with an
adopted board policy. Board nenbers w Il accurately

portray board policies and deci sions.

5. Pronote continual board devel opnent through orientation
and nentoring of new nenbers in the board s governance
process and through periodic board discussion of process
I mprovenment. The board shall not delegate new nenber
governance orientation to the executive director or any
staff menber.

A. A board nentor, who is know edgeable and who
wi |l assune responsibility for assisting the new
menbers, will be assigned by the chairperson.

B. The new board nenber should read and study
Chapt er 21-10, North Dakota Century Code
(Section J of the SIB Policy CGovernance Manual
which governs the activities of the boards
represented on the SIB: Teachers’ Fund for
Retirenment Board, Public Enployees Retirenent
Systens Board, and the State |Investnent Board).

C. The board should receive a glossary of terns
used by the retirenent and pension fund
industry; i.e. Callan Associates Inc. - d ossary
of Terns.

D. Newly appointed or elected board nenbers should
becone famliar wth the Carver Model of
Covernance, since the SIB directs its activities
by this nodel. They should read Boards That
Make a Difference and study the policy manuals
that have been developed by the SIB and TFFR
Boar d.
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PCOLI CY TYPE: GOVERNANCE PROCESS
POLI CY TITLE: GOVERNI NG STYLE

E. The board nenbers nust understand their roles as
trustees and fiduciaries, the Prudent |nvestor
Rul e, and Procedural Prudence.

A "new trustee book bag” containing the
Retirenment and Investnent O fice’'s Conprehensive
Annual Financial Report (CAFR) and reference
materi al s rel ating to boar d gover nance,

fiduciary conduct, and investnent rmanagenent
concepts and termnology and other appropriate
materials wll be nmade available to new
trust ees.

F. The executive director will provide the SIB with
a list of periodicals available which would
provide current information on pension issues.
The board nenbers wll review and request

subscriptions to appropriate periodicals.

6. Mnitor and regularly discuss the board s process and

performance. Self-nonitoring will include conparison of
board activity and discipline to policies in the
Gover nance Process and Boar d- St af f Rel at i onshi p

cat egori es.

7. (oserve Robert's Rules except where the board has
super seded t hem

Policy Inplemented: June 23, 1995.
Amended: June 28, 1996; Novenber 19, 1999, January 26, 2001.




POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: BOARD JOB DESCRIPTION

The function of the board is to make certain contributions that
lead RIO toward the desired performance and ensure that it occurs.
The board’s specific contributions are unique to its trusteeship
role and necessary for proper governance and management.

Consequently, the "products" or contributions of the board shall
be:

1. The 1link between the SIB, its investment clients, and
benefit recipients.

2. Written governing policies that, at the broadest levels,
address:

A. Ends: Organizational products, impacts,
benefits, outcomes, recipients, and their
relative worth (what good for which needs at
what cost) .

B. Executive Limitations: Constraints on executive
authority which establish the prudence and
ethics Dboundaries within which all executive
activity and decisions must take place.

C. Governance Process: Specification of how the
board conceives, carries out, and monitors its
own task.

D. Board-Executive Director Relationship: How
authority is delegated and its proper use
monitored: the executive director’s role,

authority, and accountability.

3. The assurance of executive director performance against
above policies 2a and 2b.

4. Legislation necessary to achieve the board’s Ends.

Policy Implemented: June 23, 1995.




POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: CHAIRPERSON'S ROLE

The chairperson's primary responsibility 1is to insure the
integrity of the board's process. The chairperson is the only
board member authorized to speak for the board other than in
specifically authorized instances.

1. The duty of the chairperson is to see that the board
operates consistent with state law, administrative rules,
and its own policies.

A. The board agenda will be the responsibility and
be coordinated by the chairperson.

B. Meeting discussion content will only be those
issues which, according to board policy, clearly
belong to the Dboard and not the executive
director, or in a board member's opinion, may
deal with fiduciary responsibilities.

C. Deliberation will be fair, open, and thorough,
but also efficient, timely, orderly, and brief.

D. The chairperson shall appoint a parliamentarian.
2. The authority of the chairperson consists in making

decisions that fall within the topics covered by board
policies on Governance Process and Board-Executive

Director Relationship, except where the board
specifically delegates portions of this authority to
others. The chairperson 1s authorized to wuse any
reasonable interpretation of the provisions in these
policies.

A. The chairperson 1is empowered to chair board
meetings with all the commonly accepted
authority of that ©position (e.g., ruling,
recognizing) .

B. The chairperson has no authority to make
decisions about policies created by the board
within Ends and Executive Limitations policy

areas. Therefore, the chairperson has no
authority to supervise or direct the executive
director.

B-4 (contd.)



POLICY TYPE:

GOVERNANCE PROCESS

POLICY TITLE: CHAIRPERSON'S ROLE

The chairperson may represent the board to
outside parties in announcing board-stated
positions and in stating chairperson decisions
and interpretations within the area delegated to
the chairperson.

The chairperson 1is authorized, in consultation
with the RIO Executive Director, to grant
approval for international travel by SIB members
and to keep the Dboard informed on travel
requests.

Policy Implemented: June 23, 1995.
Amended: August 17, 200L1.




POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: BOARD COMMITTEE PRINCIPLES

Unless specifically provided Dby governance policy, board
committees will be assigned so as to minimally interfere with the
wholeness of the board’s job and so as never to interfere with
delegation from board to executive director. Board committees will
be used sparingly.

1. Board committees are to help the board do its job, not to
help the staff do its job. Committees ordinarily will
assist the board by preparing policy alternatives and
implications for board deliberation. Board committees are
created to advise the board, not the staff.

2. Board committees may not speak or act for the board
except when formally given such authority for specific
and time-limited purposes. Expectations and authority
will be carefully stated in order not to conflict with
authority delegated to the executive director.

3. Board committees cannot exercise authority over staff,
however, committees will make requests of staff through
the executive director unless staff is assigned to the
committee. Because the executive director works for the
full board, he or she will not be required to obtain
approval of a board committee before an executive action.
In keeping with the ©board’s broader focus, board
committees will normally not have direct dealings with
current staff operations.

4. Board committees are to avoid over-identification with
the committee’s assignment. Therefore, a board committee
which has helped the board create policy will not be used
to monitor organizational performance on that policy.

3. This policy applies only to committees which are formed
by board action, whether or not the committees include
non-board members. It does not apply to committees
formed under the authority of the executive director.

4. The chairperson will appoint board committees authorized
by the board. The operational 1life span of a board
committee will be defined at the time of appointment.

Policy Implemented: June 23, 1995.
Amended: November 22, 1996.




PCOLI CY TYPE: GOVERNANCE PROCESS
PCLI CY TITLE: STANDI NG COW TTEES

The board’s standing conmmttee is that which is set forth in this
policy as follows:

1. Audit Commttee
A. The audit conmttee shall operate under the
terns of a charter approved by the board.

| NTRODUCTI ON

An Audit Conmttee has been established as a standing commttee of
the State Investnent Board (SIB). The Audit Conmittee will assist
the SIB in carrying out its oversight responsibilities as they
relate to the Retirement and Investnment O fice (RO internal and
external audit prograns, including financial and other reporting
practi ces, i nt ernal controls, and conpliance wth | aws,
regul ati ons, and et hics.

The primary objective of the internal audit function is to assist
the SIB and nmanagenent in the effective discharge of their
responsi bilities. To this end, internal auditing wll furnish
them with analyses, appraisals, recomendations, and pertinent
I nformation concerning the activities revi ewed.

Functions and units within RO will be reviewed at appropriate
intervals to determne whether they are effectively carrying out
their responsibilities of planning, organizing, directing, and
controlling in accordance with SIB and nmanagenent instructions,
applicable laws, policies, and procedures, and in a nanner
consistent with both the R O objectives and high standards of
adm ni strative practi ce.

POLI CY OF THE STATE | NVESTMENT BQARD

The audit staff shall have full, free, and unrestricted access to
all RIO activities, records, property, and personnel relative to
t he subject under review The audit function will be conducted in
a manner consistent with acceptable professional standards and
coordinated with others to best achieve the audit objectives and
the RI O objectives.

B-6 (contd.)



PCOLI CY TYPE: GOVERNANCE PROCESS
PCLI CY TITLE: STANDI NG COW TTEES

The Internal Audit Services Unit is responsible for devel opi ng and
directing a broad, conprehensive program of internal auditing
within RO The Internal Audit Services Unit wll report
admnistratively to managenent and functionally to the Audit
Conm ttee of the SIB.

The RO wunit supervisors are responsible for seeing that
corrective action on reported weaknesses is either planned or
taken within 30 days fromthe receipt of a report disclosing those
weaknesses if known or applicable. The unit supervisors are also
responsi ble for seeing that a witten report of action planned or
conpleted is sent to the executive director. |If a plan for action
Is reported, a second report shall be nade pronptly upon
conpl etion of the plan.

Policy Inplemented: June 23, 1995.




POLI CY TYPE: GOVERNANCE PROCESS
POLI CY TITLE: ANNUAL BOARD PLANNI NG CYCLE

To acconplish its job outputs wth a governance style consistent
with board policies, the board will follow a biennial agenda which
(a) conpletes a re-exploration of Ends policies annually and (b)
continually inproves its performance through attention to board
education and to enriched i nput and deli beration.

1. A biennial calendar will be devel oped.

2. The cycle will conclude each year on the | ast day of June
in order that admnistrative budgeting can be based on
acconpl i shing a one-year segnment of the nost recent board
| ong-range vi si on.

A In the first three nonths of the new cycle, the
board will develop its agenda for the ensuing
one-year peri od.

B. Scheduled nonitoring wll be used to evaluate
and adj ust the annual agenda as needed.

3. Education, input, and deliberation will receive paranount
attention in structuring the series of neetings and ot her
board activities during the year.

A. To the extent feasible, the board will identify
those areas of education and input needed to
i ncrease the level of w sdom and forethought it
can give to subsequent choi ces.

B. A board education plan will be devel oped during
July and August of each year.

4. The sequence derived from this process for the board
pl anni ng year ending June 30 is as follows:

A July: El ection of officers, appoint audit
conmm ttee, plan annual agenda, begin to devel op
board education plan, and new board nenber
orientation.

B-7 (contd.)



POLI CY TYPE: GOVERNANCE PROCESS
POLICY TITLE: ANNUAL BQOARD PLANNI NG CYCLE

B. August: I nvest nment Director review  of
i nvestment policies and investnent results,
establish investment work plan, add investnent
education to education plan, and continue new
board nenber orientation.

C. Cctober: Annual rneeting for evaluation of RO
vs. Ends policies and annual board eval uati on.

D. Novenber: I nvest ment Di rector report on
I nvest nent work plan.

E. January: During second year of the biennium
begin to develop Ends policies for the comng
bi enni um f or budget purposes.

F. February: | nvest nent Di rector report on
i nvest nent work plan.

Eval uati on of executive director.

G March: During first year of biennium set
budget gui delines for budget devel opnment.

H  My: | nvestnent Director report on investment
wor k pl an.

Policy Inplenmented: June 23, 1995; Novenber 19, 1999.




POLI CY TYPE: GOVERNANCE PROCESS
POLICY TITLE: BOARD MEMBERS CODE COF CONDUCT

The followwing wll be the Code of Ethical Responsibility for the
S| B:

1. SIB nenbers owe a duty to conduct thenselves so as to
inspire the confidence, respect, and trust of the SIB
menbers and to strive to avoid not only professional
i mpropriety but also the appearance of inpropriety.

2. SIB nenbers should perform the duties of their offices
inpartially and diligently. SIB nenbers are expected to
fulfill their responsibilities in accord with the intent
of all applicable laws and to refrain from any form of
di shonest or unethical conduct. Board nenbers should be
unswayed by partisan interest, public sentinent, or fear
of criticism

3. Conflicts of interest and the appearance of inpropriety
shal |l be avoided by SIB nenbers. Board nenbers nust not
allow their famly, social, professional, or other
relationships to influence their judgnent in discharging
their responsibilities. Board nenbers nust refrain from
financial and business dealings that tend to reflect
adversely on their inpartiality or interfere with the
proper performance of their duties. If a conflict of
interest wunavoidably arises, the board nenber shal
i medi ately disclose the conflict to the SIB. A board
menber nust abstain in those situations where the board
menber is faced wth taking sone official action
regarding property or a contract in which the board
menber has a personal interest. Conflicts of interest
to be avoided include, but are not limted to: receiving
consideration for advice given to a person concerning
any matter over which the board nenber has any direct or
indirect control, acting as an agent or attorney for a
person in a transaction involving the board, and
participation in any transaction for which the board
menber has acquired information wunavailable to the
general public, through participation on the board.

B-8 (contd.)



PCOLI CY TYPE: GOVERNANCE PROCESS
POLICY TITLE: BOARD MEMBERS CODE COF CONDUCT

"Conflict of Interest” neans a situation in which a
board nenber or staff nmenber has a direct and
substantial personal or financial interest in a matter
whi ch al so i nvol ves t he menber’ s fiduciary
responsibility.

4. The board should not wunnecessarily retain consultants

The hiring of consultants shall be based on nerit,
avoi di ng nepoti sm and preference based upon
considerations other than nmerit that may occur for any
reason, including prior working relationships. The

conpensation of spch consultants shall not exceed the
fair value of services rendered.

5. Board nenbers nust abide by North Dakota Century Code
21-10-09, which reads: "No nenber, officer, agent, or
enpl oyee of the state investnment board shall profit in
any manner from transactions on behalf of the funds. Any
person violating any of the provisions of this section
shall be guilty of a class A m sdeneanor."”

6. Board nenbers shall performtheir respective duties in a
manner that satisfies their fiduciary responsibilities.

7. Political contributions are regul ated under North Dakota
Century Code 16.1-08-03 and are not restricted under
this ethics policy.

8. Al activities and transactions performed on behal f of
public pension funds nust be for the exclusive purpose
of providing benefits to plan participants and defraying
reasonabl e expenses of adm nistering the plan.

9. Prohibited transactions. Prohibited transactions are
those involving self-dealing. Self-dealing refers to the
fiduciary’s use of plan assets or material, non-public
information for personal gain; engaging in transactions

B-8 (contd.)



PCOLI CY TYPE: GOVERNANCE PROCESS
POLICY TITLE: BOARD MEMBERS CODE COF CONDUCT

on behalf of parties whose interests are adverse to the
pl an; or receiving personal consideration in connection
with any planned transaction.

10. Violation of these rules may result in an official
reprimand from the SIB. No reprimand may be issued
until the board nenber or enployee has had the
opportunity to be heard by the board.

Policy | nplenented: June 23, 1995.
Anended: January 22, 1999.




PCOLI CY TYPE: GOVERNANCE PROCESS

POLICY TITLE: ADM NI STRATI ON CF FI DUCI ARY AUTHORI TY

The board is responsible for:

1.

Proper exercise of fiduciary investnent authority by
Rl O

The determ nation of policies.

The investnent and disposition of property held in a
fiduciary capacity.

The direction and review of the actions of all officers,
enpl oyees, and commttees in the exercise of the board's
del egated fiduciary authority.

Policy Inplenmented: June 23, 1995.




EXHIBIT B-/

RECOMVENDATI ONS REGARDI NG SI B/ TFFR BOARD MEMBER EDUCATI ON

In order for a board nenber to function effectively as a
fiduciary of the funds they are charged with overseeing, it
is inportant for new and existing board nenbers to understand
their role and the termnology used in executing their
duties.

New board nenbers should commt to:

1. Attend a summary orientation at the Retirenent and
I nvestnment O fice wth the executive director and
the Public Enployees Retirenent Systemis executive
director, at which tinme they will be presented with
training and board materials contained in the "new
trustee book bag."

2. After f our to six nont hs, attend anot her
orientation neeting with the RO staff to becone
famliar with the roles of each staff entity.

Al board nenbers should commt to:

1. Be present for the duration of all regularly
schedul ed neetings and training sem nars schedul ed
for board educati on.

2. Attend the yearly investnent manager performance
review nmneetings. At least three board nenbers
shoul d be in attendance at each perfornance review.
Attendance will be scheduled on a rotating basis.

3. Attend the annual board planning retreat.

A. To participate in evaluating the board s
work of the previous year against the
stated Ends policies.

B. To assist in preparing the work plan for
the next year and devel oping the planning
cal endar.

C To plan for board education during the
next year’'s meetings.

D To plan for specific board education
wor kshops or training sem nars which make
use of manager and consul tant experti se.

4. Take responsibility as a nentor for new nmenbers.

B-1 (contd.)



5. Plan to attend at |east one educational sem nar,
synposi um  workshop, or conference per year on
i ssues of board or trustee concerns each year

| FE Conf erences

Callan Coll ege or Callan Conferences

NEA Trustee Conferences

NCTR

Conferences on specific board needs, i.e.

alternative investnments, real estate, asset
al | ocati ons.

6. Become famliar with how TFFR, RO, and the SIB fit
into the | egislative process.

7. The board chairperson should appoint a board nenber
to coordinate board education activities with the
executive director and staff.

Di scussion on how board will take charge of
Its business.

How wi || the board connect with its nmenbers?

Annual review and updating  of board
pol i ci es.

Checki ng policies against statutes.

Review for new board nenbers the board's
rol e.
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